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The Presidents' Column
By MARY C. Gildea, C. P. A.
In the January issue of the Journal of 
Accountancy there is an editorial on post­
war planning which we would recommend 
to all our members. While we cannot draw 
a blueprint now of just what the post-war 
world will be or of what part we, as ac­
countants, will play in it, it is certainly 
wise to be giving the problem serious con­
sideration. In time of war, prepare for 
peace.
We are told that the Federal government 
is making an attempt to eliminate duplica­
tion of reports by businessmen by having 
a centralized agency review all forms and 
questionnaires sent out by the various de­
partments, bureaus and agencies. This is 
very commendable, but how about the dup­
lication of auditing by these same depart­
ments, bureaus, and agencies? Many a 
business man complains that his accounting 
department is seriously hampered by the 
many examinations and investigations 
made, with income tax audits, OPA audits, 
WPB examinations, Wage and Hour Divi­
sion examinations, payroll audits of many 
kinds, and many others, including the pub­
lic accountant. Why wouldn’t it be possible 
to work out a clearing house for the infor­
mation required by the various govern­
mental agencies and not subject the same 
set of accounts to a great deal of duplicate 
auditing? There may be many hindrances 
and problems arising in connection with 
such a plan but we believe it is worthy of 
some thought.
By Grace a. dimmer, c. p. a.
Much has been said and written regard­
ing the hard work and responsibilities of 
women engaged in the Public Practice of 
Accountancy, but only in rare instances 
does one hear that possibly satisfaction and 
enjoyment is the reward of a job well done.
The most important work done in the 
world is performed without regard to finan­
cial gain, and I believe that to be a good 
accountant it is necessary to love the work, 
and be able to obtain enough personal sat­
isfaction from the practice of accountancy, 
that monetary considerations will take at 
least second place.
It is generally acknowledged that not 
many accountants become very wealthy, 
but we must admit they find something 
worthwhile about it when most of them are 
willing to burn the midnight oil whenever 
necessary.
The period of January 1, through March 
15, each year is particularly trying and 
exhausting, due to the demand of business 
for Annual Reports and Federal Income 
Tax Returns. This year the problem is 
greater than ever with the multiplicity of 
government reports and the many changes 
in the Revenue Act of 1942.
There is a peculiar satisfaction experi­
enced by all accountants in mastering these 
difficult problems, and they will be found 
working long hours so that a good job will 
be done on time.
Many women will find satisfying, pleas­
ant work in accountancy in addition to 
financial security in the near future.
Truly, there is romance in figures.
Defense Bonds Are Pledges of Freedom!
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Chapter News
Spokane
The Christmas party was held at the 
home of Barbara Bateman on December 
17th. Each member brought a donation 
for the Victory Shop to aid in the Bundles 
For Blue Jackets Drive.
Los Angeles
Mr. Russell Bock, C.P.A. discussed the 
changes in the Revenue Act of 1942 at the 
November meeting.
The Christmas party resulted in a large 
collection of new toys which were given to 
the County Hospital.
Alberta Crary discussed the individual in­
come tax returns at the January meeting.
Indianapolis
“Personal Finance Companies” was the 
subject of Mr. Robert C. Hamilton, Execu­
tive Secretary, Indiana Association of Per­
sonal Finance Companies, at the January 
meeting.
Chicago C. P. A.
Mary Gildea lead a discussion on income 
taxes at the January meeting.
News from Members
Alberta R. Crary discussed the Revenue Act 
of 1942 before the Whittier Chapter of the 
Building Contractors Association of California in 
December.
Ruth Clark recently became treasurer of Lyon 
Van & Storage Co.
The Professional and Technical Press is pub­
lishing Dr. Mary E. Murphy’s book, “The Brit­
ish War Economy 1939-1943’’.
Irene Briggs has become a member of the Los 
Angeles staff of Haskins & Sells.
Ferne Abrame recently started to work for 
Kinner Motors in Los Angeles.
Ann Erne Costillo is working for the Navy in 
Stockton.
Marjorie Chilstrom works the swing shift in 
the purchasing department at Lockheed.
Ivah Britton has been made assistant secretary 
and treasurer of the American Loan Company at 
Indianapolis.
Mildred Claffey has recently been promoted to 
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Stabilization of Salaries
By JULIA G. NORSE, C. P. A.
The present world struggle is necessi­
tating a great deal of governmental super­
vision to prevent run-away inflation. The 
latest war-baby addition to the rapidly 
growing family of control acts, necessitated 
by the shortage of labor and the resulting 
labor pirating, is nick-named “stabilization 
of salaries.’’
On October 27, 1942, the President ap­
proved regulations relating to wages and 
salaries prescribed by the Economic Stabil­
ization Director under the Act of October 
2, 1942, entitled “An Act to amend the 
emergency Price Control Act of 1942, to 
aid in preventing inflation, and for other 
purposes.” The Act provides in effect that 
salaries, so far as practicable, shall be 
stabilized at the levels which existed on 
September 15, 1942.
The regulations conferred on the Com­
missioner of Internal Revenue authority 
to administer the provisions thereof relating 
to the stabilization and limitation of certain 
salaries. The Commissioner has authority 
to determine whether salary payments are 
made in contravention of the Act on:
(1) Salary payments in excess of $5,000 
per annum, (provided for by an agree­
ment existing prior to October 3, 1942) in 
the case of individuals employed in any 
capacity whatsoever; and
(2) Salary payments of $5,000 or less 
per annum, (provided for by an agreement 
existing prior to October 27, 1942) in the 
case of individuals who are employed in 
bona fide executive, administrative or pro­
fessional capacities, and who, in their re­
lations with their employer, are not rep­
resented by duly recognized or certified 
labor organizations, and whose services are 
not classified as “agricultural labor.”
Determination Conclusive
Any determination by the Commissioner
Julia Norse is a member of the Grand Rapids 
staff of Seidman & Seidman. An Illinois C.P.A., 
an associate member of the American Institute, 
former secretary-treasurer of the Chicago Chap­
ter of the A.W.S.C.P.A., she is now serving her 
second year as editor of The Woman C.P.A.
Her interests include hiking (if she can 
corner you, she will tell you the harrowing de­
tails of being “lost” on Mount Grinnell in Gla­
cier Park), flying though she hasn’t soloed as 
yet), kodachrome photography, and reading 
(autobiographies preferred). 
that a salary payment is in contravention 
of the Act is conclusive in every respect 
upon all executive departments and agen­
cies of the Federal Government for the 
following purposes:
(1) Determining costs or expenses of 
an employer for the purpose of any law 
or regulation,
(2) Calculating deductions under the 
revenue laws of the United States; or
(3) Determining costs or expenses un­
der any contract made by or on behalf 
of the United States.
In the case of salaries increased in con­
travention of the Act, or in excess of the 
limitations on salary, the actual amount 
paid or accrued to the employee is disre­
garded, not merely the increase or the 
excess over the limitations.
Any person, whether employer or em­
ployee, who wilfully violates any provision 
or regulation shall be subject, upon con­
viction, to a fine of not more than $1,000, 
or to imprisonment for not more than one 
year, or to both such fine and imprison­
ment.
The determination of the Commissioner 
is final and not subject to review by The 
Tax Court of the United States or by any 
court in any civil proceedings. However, 
an employer is not denied the right to con­
test any provision of the regulations, on 
the ground such provision is not authorized 
by law, or any action taken or determina­
tion made under the regulations, on the 
ground that such action or determination 
is not authorized, or has not been taken 
or made in a manner required by law.
For income tax purposes, reasonable sal­
aries are allowed as deductions. The tests 
which determine the allowability of salaries 
for income tax purposes are in no way 
suspended by the salary stabilization regu­
lations. Accordingly, approved salaries for 
stabilization purposes may, nevertheless, be 
disallowed, in whole or in part, as deduc­
tions for income tax purposes.
Salary Increases
The Commissioner’s approval is not re­
quired where an increase in salary rate is 
made in accordance with terms of a salary 
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agreement or salary rate schedule in effect 
on October 3, 1942 or approved thereafter 
by the Commissioner, and is the result of:
(1) Individual promotions or reclassifi­
cations,
(2) Individual merit increases within 
established salary rate ranges,
(3) Operation of an established plan of 
salary increases based on length of service,
(4) Increased productivity under incen­
tive plans,
(5) Operation of a trainee system, or
(6) Such other reasons or circum­
stances as may be prescribed by the Com­
missioner’s ruling or regulations from time 
to time.
“Salary agreement” or “salary rate 
schedule” may include a salary policy in 
effect on October 3, 1942, even though not 
evidenced by written contracts or written 
rate schedules. The existence of such pol­
icy may be determined from previous pay­
roll records or other payroll data, but must 
be established to the satisfaction of the 
Commissioner with the burden of proof 
testing upon the employer. In such cases, 
the employer may reduce the salary policy 
to writing and secure approval thereof by 
the Commissioner.
A bonus or other form of additional com­
pensation which does not exceed in amount 
the bonus or other additional compensation 
to such employee for the last bonus year 
ending before October 3, 1942 does not re­
quire approval. In addition, a bonus based 
upon a fixed percentage of salary where 
the percentage has not been changed, does 
not require approval even though the 
amount be increased due to an authorized 
increase in salary. Any other bonus or 
other form of additional compensation re­
quires approval. Where the compensation, 
or part thereof, is paid on a commission 
basis and is based upon a fixed percentage 
(which has not been changed) of sales 
made by the employee, a payment does not 
require approval even though the amount 
may represent an increase due to increased 
sales by the employee.
An employer who has established a new 
job classification, or who has begun busi­
ness after October 3, 1942, must obtain 
approval of the Commissioner for the pay­
ment of salaries unless the rates paid are 
not in excess of those prevailing for similar 
job classifications within the local area. A 
mere change in the name, organization, or 
financial structure of an employer, whether 
it be an individual, partnership or corpora­
tion, will not in itself be sufficient for es­
tablishing a finding that a new business 
has been begun or a new job classification 
established after such change.
Payment for overtime will constitute an 
increase in salary rate unless it has been 
the customary practice to pay for overtime 
and the rate has not been changed.
An application for the approval of a sal­
ary increase shall be filed by the employer 
with the regional office of the Salary Sta­
bilization Unit of the Bureau of Internal 
Revenue in whose territorial jurisdiction 
the main office or principal place of busi­
ness of the employer is located.
Salary Decreases
The Commissioner’s approval is not re­
quired for salary decreases made after 
October 3, 1942 when;
(1) The new salary rate does not fall 
below the highest salary rate existing be­
tween January 1, 1942 and September 15, 
1942 for the particular work in question 
or for the same or comparable work in the 
local area.
(2) An employee has been demoted to 
a lower position than that filled by him 
between January 1, 1942 and September 15, 
1942 and the salary rate for such lower 
position is not less than the highest salary 
rate existing for that position during the 
same period.
(3) An employee has been relieved of 
substantial duties and responsibilities.
A disparity between salaries paid by a 
particular employer and those paid by em­
ployers generally in the local area does 
not necessarily constitute justification for 
decrease in salary rates paid by such 
employer.
When an employee is paid a salary of 
more than $5,000 per annum, the employer 
is permitted to make, without approval by 
the Commissioner, a decrease to a rate not 
less than $5,000 per annum. If, however, 
by virtue of a decrease the new salary paid 
to the employee is less than $5,000 per an­
num, then the decrease below $5,000 is sub­
ject to the preceding limitations.
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A decrease is permitted, with the ap­
proval of the Commissioner, in order to 
correct a gross inequity in any case or to 
aid in the effective prosecution of the war.
Salary Payments
The terms “salary” and “salary pay­
ment” are not used in any restricted, nar- 
row or technical sense, but encompass all 
forms of direct or indirect compensation 
for personal services of an employee which 
is computed on a weekly, monthly, annual 
or other basis. Bonuses, gifts, loans, com­
missions, fees, additional compensation and 
any other renumeration in any form or 
medium whatsoever are considered as fall­
ing within the concept of the terms.
Retainer fees paid to an individual, not 
otherwise an employee, are not to be 
considered as salary. Fees paid to a di­
rector, who performs no services for the 
corporation other than those required by 
attendance at and participation in meetings 
of the board of directors, are not consid­
ered salary. Insurance and pension benefits 
in a reasonable amount are likewise ex­
cluded. The Commissioner is not precluded 
from determining, after investigation, that 
amounts denominated, for example, as 
rents or royalties are in fact salary pay­
ments subject to the regulations.
All amounts paid to, authorized to be 
paid to, or accrued to the amount of any 
employee during a calendar year for ser­
viced rendered or to be rendered are to be 
included as salary for such year.
Limitations on Certain Salaries
In addition to setting forth limitations 
on increases and decreases in salary 
rates, the General Regulations provide 
a ceiling on the amount of salary 
which may be paid to any employee during 
a calendar year. The general rule is that 
no amount of salary may be paid or author­
ized to be paid to or accrued to the account 
of any employee or received by him during 
the calendar year 1943, and in each suc­
ceeding calendar year, which, after reduc­
tion by the Federal income taxes on the 
amount of salary, computed as below with­
out regard to other income and without 
regard to deductions or credits, would ex­
ceed $25,000.
(1) By applying to the total amount of 
salary (but not including additional 
amounts allowable for charitable contribu­
tions, insurance premiums, fixed obliga­
tions or Federal income taxes) paid or ac­
crued during the calendar year in question, 
undiminished by any deductions, the rates 
of taxes imposed by the Code as if such 
amount of salary were the net income (aft­
er the allowance of the appropriate credits) 
the surtax net income, and the Victory tax 
net income respectively; and
(2) Without further allowance of any 
other credits against any of such taxes.
Assuming that the 1942 rates are applic­
able in 1943, the basic allowance of salary 
for 1943 (which after reduction by the 
Federal income taxes would yield $25,000) 
is $67,200, and is the maximum amount 
which an employee would be permitted to 
receive provided he is not entitled to furth­
er allowances.
Such allowances, in addition to the basic 
allowance, will be granted if the employee 
can establish to the satisfaction of the 
Commissioner that after resorting to his 
other income from all sources he would be 
unable (without disposing of assets at a 
substantial financial loss resulting in undue 
hardship) to:
(1) maintain his customary contribu­
tions to charitable, educational or other or­
ganizations.
(2) meet premium payments on policies 
of life insurance in force and effect on Oc­
tober 3, 1942 on his life. This applies only 
to premium payments required to be met 
during the calendar year in question. No 
allowance is permissible for premiums 
which are due in future calendar years, on 
policies permitted to lapse after October 3, 
1942 or on policies taken out after such 
date, even though the total annual prem­
iums on the new policies are not in excess 
of the total annual premiums due on poli­
cies in effect on October 3, 1942.
(3) make required payments during his 
taxable year on fixed obligations acquired 
before October 3, 1942.
(4) meet payments of certain Federal 
income taxes. This allowance is permis­
sible in order to pay Federal income taxes 
owed by the employee himself for any prior 
taxable year, but is not permissible in order 
to pay any Federal income tax due on the 
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basic allowance of salary, except as this 
allowance is applicable to 1942.
Exemptions
An employer employing eight or less in­
dividuals in a single business is not af­
fected by the regulations. However, if at 
the time a salary increase is to take effect 
he has in his employe more than eight in­
dividuals in a single business, he is subject 
to the provisions. It is not necessary that 
each employee be paid a salary provided all 
the individuals employed receive compen­
sation for their personal services. An em­
ployer may not temporarily reduce the 
number of employees or use any other im­
proper device, for the sole purpose of claim­
ing the exemption. An employer may be 
exempt notwithstanding that shortly after 
the effective date of a salary increase he 
enlarges his personnel in good faith to more 
than eight employees. Any further adjust­
ment in salary will then be subject to the 
provisions of these regulations.
Salaries covered by the Federal Classifi­
cation Act of 1923, as amended, are exclud­
ed from the operation of the regulations. 
Likewise, salaries, for example, of public 
school teachers which are paid under sal­
ary schedules fixed by a state legislature 
and providing for mandatory increments 
are excluded.
Payments for services rendered exclu­
sively in foreign countries, payments made 
by nonresident foreign employers (unless 
paid to an employee residing in the United 
States) are also exempt.
It would seem rash to suggest the extent 
of the growth or the state of health of the 
new infant in the future, but it is certain 
that its growth will be watched with great­
er interest by the average person than oth­
er economic stabilization acts have been.
Help!
“A clerk from the navy department call­
ed me this morning to ask if I had mailed 
in the PD25A report.. ‘It’s an OPA,’ she en­
lightened me, all in one breath, ‘and if you 
come under the P. R. P. you must have re­
ceived the PD25A.’—Merely a bookkeeper 
having alphabet trouble.
The Country Accountant
By Nina Hudson Arnold, c. P. a.
Uppermost in our minds—a forced ob­
session—is WAR. Peculiar difficulties be­
set us; unbalanced production in that fin­
ished material cannot be shipped. The 
struggle to kindle the fire of systematic 
moving calls forth qualities in a share-crop­
per country. The single track of thought is 
now a triple track; labor not overworked; 
coping with material shortage and attend­
ing priorities; and choice between patience 
and policy in constructive distribution.
The constant change of events bewilders. 
Tim was beating rugs. Dust was flying 
but Tim’s mind was only on finishing his 
beating. Mr. Brown drove his new horse 
around the corner which spied the rug and 
dust. With one leap it bounded on to the 
lawn, separating Tim, the rug and the dust.
Both the WPA and OPA have made 
moves toward a uniform accounting sys­
tem. This would mean perhaps a drastic 
solution of the handling of 100% defense 
factories. Several years ago, when the let­
ters were combined as symbols of branches, 
more or less uniformity resulted account­
ingwise. I have in mind the Toy Manu­
facturing Company, whose Governor, as 
well as President of the Toy Manufactur­
ers’ Association, succeeded in a costing that 
was fair and served even more than for a 
temporary adjustment. Every issue should 
be a step forward; every executive must 
possess a long-range concept of the de­
mands of six months hence.
Even a matter of rentals has become a 
system, and in connection with a ruling af­
fecting them:
“A Major Capital Improvement 
means building on a new room, 
putting in a bathroom where there 
was none before, putting in a new 
furnace where there was none be­
fore, or some similar improvement. 
Putting on a new roof, painting 
the outside of the house, painting,
Mrs. Arnold is a member of the American In­
stitute of Accountants; has received a life mem­
bership from the Connecticut C.P.A. Society; 
is Postmaster of Haddam, Conn. She has speci­
alized in town reports, estate accounting and 
has done probate indexing for several towns, 
which covered over twenty volumes of probate 
records.
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papering and refinishing, or re­
plastering the inside of the house 
are NOT Major Capital Improve­
ments.”
Yet for Federal Tax Returns:
“Examples of repairs include 
amounts expended for repainting 
the outside and inside of a build­
ing, mending leaks, plastering, and 
conditioning gutters on buildings. 
On the other hand, the cost of a 
new roof, lighting improvement in 
a factory, and the cost of bricking 
up windows to strengthen a wall 
are held to constitute capital ex­
penditures.”
Tim had the same arbitrary reasoning 
when he said, “I used a hair tonic to make 
my hair grow but instead it shed, and my 
head was as white and pure as the Drippin’ 
Snow.”
. The urge for our immediate accomplish­
ment is as extravagant as the command of 
one of our Scotch wives. “Hurry up, Jan- 
ny. Today is Monday, tomorrow’s Tuesday, 
next day’s Wednesday and nothing’s done 
yet.”
But Janny, who did not care to under­
stand, replied, “Oh, Mither, dinna ye fast 
yoursel’.”
Two old sea-captains wandered into old 
Trinity Church on Wall Street, New York, 
when Trinity Church was for the elite. 
After the services had begun, a pompous, 
corpulent, moneyed gentleman came to his 
pew and stared upon these seafaring men. 
He reached into his vest pocket, pulled out 
a gold lead pencil and wrote, “I pay one 
thousand dollars a year for this pew,” and 
passed the note to the bedraggled men.
They read the message. One reached 
into his pocket and found an old stub and 
scribbled, "'Taint worth it!”
Women refuse to accept limitations. Of 
169 towns in Connecticut, a third are repre­
sented by women. Even our Secretary of 
State is a woman. The ground swell of 
the future demands women using their 
needles and yarn or hoe and rake in the 
home, working for those at war; or, per­
haps, to a larger percentage, in buildings 
of Industry, either at the machine or in 
the office. We have, without sublety, with 
force and contagious sincerity established 
ourselves as a necessity in the business 
world. Our good work is our best adver­
tisement and appreciation may come from 
the least expected sources.
The rush of circumstances, the impel­
ling force of War Industry, the crying need 
of production, the possibility of inflation, 
the priority regulations, the “work or fight” 
policy are “heapin’ up on us”—to use the 
Southern vernacular.
This reminds me of a doctor who had 
assisted in the birth of each one of Tim’s 
nine children but nary a dollar did Tim 
pay for his medical services. The doctor 
seemed much concerned over the tenth 
baby and when he finally came out into 
the kitchen where Tim sat warming his 
feet in the oven, Tim looked up, “Wa’al 
how’d she come?” (meaning a boy or a 
girl). Quick as a wink, the doctor re­
plied, “C. O. D.”
If only there were the escalator sys­
tem for answering the questionnaire, rather 
than to have one’s time seemingly wasted 
step by step, it would mean the saving 
of considerable embarrassment both to the 
questioner, et al. I am reminded of a 
circumstance the other day in which I had 
to ask, “Are you married?”, and the farm­
er who had had a housekeeper for many 
years and had named her as a partner in 
business, replied, “I told you I had a part­
ner, and she’s a nice lady.” I left the 
question unanswered.
The doctors are advising a reconstruct­
ive shot containing iron and arsenic. The 
present “Relief Provisions” are not unlike. 
The average base period is the iron but 
the result is arsenic; one to build, the other 
to kill. It’s like Mrs. B. handing me a $20 
bill to buy a postcard.
The close of the Fiscal year for most 
clients is upon us and the responsibility 
of the C. P. A. is great. When all the 
Returns, with attending data, audits and 
affidavits are finished we may feel like 
Epaphroditas who went to the Post Office 
and handed a letter and a postage stamp 
to the Postmaster, saying: “Can you make 
that stamp stick? Both Mary Ann and I 
have licked it but it don’t do no good.”
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Early History of Accounting
By
Have you ever wondered how account­
ing came into being ? Let us delve into the 
past and see.
One thousand years before Christ we 
find a firm of bankers, Egibi and Sons in 
the land of Babylon. This firm caters to 
officials, private investors and even the 
King of Babylon. It collects taxes, changes 
money and issues bills of exchange. The 
employees are busily making entries of the 
day’s transactions on clay tablets.
Over at the temple, we find the scribes, 
the chief accounting officers, recording re­
ceipts and disbursements of all property 
coming into the temple. The scribes are 
well educated in the four R’s—reading 
’ritin’, ’rithmetic and record keeping. Many 
a scribe paid for a major mistake with his 
life.
Leaving Babylon and advancing about 
ten centuries to the merry land of England, 
we find Henry I conferring with his coun­
cil about a new type of annual accounting 
record called the Pipe Roll, so called be­
cause it resembles a tubular pipe when it is 
rolled up. This record, compiled on sheep­
skin, states the taxes, debts and other 
liabilities due to the crown. A generation 
later, Henry II created a separate depart­
ment called the Exchequer for the purpose 
of keeping accurate records of the royal 
revenues.
For complete records of double entry 
bookkeeping we must go to Genoa, Italy. 
About the first decade of the fifteenth cen­
tury we find Soranzo and Brothers keeping 
ledgers and also such accounts as “Profit 
and Loss” and “Capital.”
Also in Italy, about the time Columbus 
discovered America, we find Frater Luca 
Pacioli who wrote the first important book 
on double-entry bookkeeping. According to 
this book, three major account books were 
kept: the memorandum, the journal and 
the ledger. In the memorandum were kept 
all the transactions of the merchant, hour 
by hour and day by day. These were 
transferred into the second book called the 
journal in which all the debits were pre­
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ceded by the word “per” followed by two 
horizontal lines and then the word “a” fol­
lowed by the credit. For example, if pacioli 
received cash, the transaction would be 
records as follows: Per Cash—A Capital 
of myself. I have so many ducats in my 
possession of such and such.
Entries were transferred from the jour­
nal to the ledger very much like our 
method today.
Frater Pacioli, a Franciscan monk, 
seems to have been a philosopher as well 
as an author. “Who does nothing makes 
no mistakes; who makes no mistakes learns 
nothing” was his favorite expression. “Ac­
counts are nothing else than the expres­
sion in writing of the arrangement of his 
affairs which the merchant keeps in his 
mind” is Frater Pacioli’s definition that 
in history. Admission was difficult; only 
persons of outstanding talent and integrity 
were accepted as members.
Contrary to general opinion, accounting 
is old—not new.
Old Bulletin Copies
A notable New York collector of ac­
counting memorabilia is interested in com­
pleting his file of The Woman C. P. A. 
which starts with Vol. 5, Copy 2. If any 
members have duplicates or are no longer 
interested in keeping their back copies, 
your editor will be pleased to forward 
them.
Nothing New Under the Sun!
I hold every man a debtor to his profes­
sion; from that which as men, of course, 
do seek to receive countenance and profit 
so ought they of duty to endeavor them­




Esther S. (Mrs. H. S. Green) 
6200 Kenmore Ave., 
Chicago, Illinois
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Corporate vs. Partnership Tax Liability Under the Revenue Act of 1942
By VALERIE JOHNSTON YUDELL, C. P. A.
While the writer would not attempt to 
cheat the United States Government out of 
its just share of corporate income, she was 
curious to know how much greater were 
the taxes of the following close corporation 
over what they would have been if the 
business had been carried on as a partner­
ship.
A, B, and C each owned 33⅓% of the 
outstanding stock of the D Corporation. 
Each was married, none had dependents, 
and none had income from any other 
source. In 1942, the D Corporation earned 
$90,000 entirely from its own operations 
after paying each of the three officers 
(A, B, and C) a salary of $10,000. It had 
an excess profits tax credit of $45,000, and 
paid dividends of $18,000. Its tax liability 
is computed as follows:
TAX




Total Deduction ...................  50,000
Excess profits tax base.......... $40,000 $36,000
Net Income ............................. $90,000
Less: Excess profits 
tax base ...................   40,000
Normal tax & surtax base.... 50,000
Normal tax at 24% ............................. 12,000
Surtax at 16% ..................................... 8,000
Total Tax Liability of 
D Corporation ............................... $56,000




Share of $18,000 dividends
Mrs. Yudell is a Chicagoan; graduated from 
Northwestern University in June 1941 where 
she was elected to Delta Mu Delta, honorary 
commerce society, and was winner of the Phi 
Gamma Nu prize, given to the woman with the 
highest average in the graduate class. She is 
a member of the Illinois Society of C.P.A.’s and 
is employed by Levinson, Becker, Peebles, and 
Swiren.
paid ............     6,000
Net Income ............................... $16,000
Personal Exemption .............. 1,200
Surtax Net Income.............. $14,800 $ 3,500
Earned Income Credit
(10% of $10,000) ............ 1,000
Normal Tax Net Income.........$13,800 828
Tax liability of each share­
holder-officer ...........  $ 4,328
Total Tax liability of A, B, 
and C .................   $12,984
Combined tax liability of D
Corporation and its three 
shareholder-officers ..... $68,984
If the business had been carried on as a 
partnership, the tax liability of each part­









of each partner.... $ 40,000
Personal exemption 1,200
Surtax Net Income.. $ 38,800 $16,288
Earned Income Credit 
(10% of 20% of 
$40,000) .......... 800
Normal Tax Net In­
come .................... $ 38,000 2,280
Tax liability of each 
partner ............ $18,568
Total tax liability of 
all three partners $55,704
Tax Saving under 
parnership form $13,280
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The Victory Tax
By RUTH A. CLARK, C. P. A.
The 1942 Revenue Act provides, in addi­
tion to increased normal and surtaxes, a 
5% Victory Tax on the 1943 income of 
individuals. The tax is levied on the “Vic­
tory Tax Net Income”. This is substanti­
ally the same as “Normal Tax Net Income” 
except that it does not include income from 
capital gains and from certain government 
bonds. However, if a taxpayer tiles his re­
turn on the simplified form, his “Victory 
Tax Net Income” is his “Gross Income.”
The law also provides that the combined 
normal, surtax and victory taxes cannot 
exceed 90% of the taxpayer’s net income 
for the taxable year. Unless extended, the 
Victory tax will expire at the close of the 
war.
A specific exemption of $624 a year will 
be allowed every individual and is deduct­
ible from the Victory Tax Net Income 
before the 5% rate is applicable. If the 
Victory tax net income is less than $624, 
the taxpayer is exempt from the tax. In 
the case of husband and wife, each is en­
titled to an exemption of $624 per year, 
providing each has a Victory tax net in­
come in excess of $624. If a joint return 
is filed and the Victory tax net income of 
one spouse is less than $624, then they 
would be entitled to an exemption of $624 
plus the Victory Tax Net Income of the 
spouse which is under $624.
A Post-War Credit or Refund of a por­
tion of the Victory Tax is provided in the 
following manner:
(a) Single Person—25% of tax or $500 
whichever is the lesser.
(b) Head of a family or Married per­
son—40% of tax or $1000 which­
ever is the lesser.
(c) Each dependent—2% of tax or $100 
whichever is the lesser.
If the status of the taxpayer is changed 
during the year, the Post-War Credit or 
Refund will be adjusted according to the
Ruth Clark is treasurer of the Lyon Van & 
Storage Co., member of the California Society 
of C.P.A.’s; president of the Los Angeles Chap­
ter A.S.W.A.; member of the Hollywood Busi­
ness and Professional Women’s Club. A native 
of Greensburg, Penn., she enjoys a wide variety 
of activities but has no special hobbies. 
number of months before and after the 
change. If the taxpayer computes his tax 
on the simplified form, his status is deter­
minted as of July 1st of each year.
Under certain conditions, credit for a 
portion of the Victory Tax in an amount 
not exceeding the Post-War Credit may be 
taken by the taxpayer when filing his in­
come tax return in 1944. The amount of 
the credit to be used currently would be 
based on the following:
(a) Amount of increase in certain War 
Bond holdings during taxable year.
(b) Amount of payments on life insur­
ance premiums providing policy was 
in force on September 1, 1942 and 
the insurance is on the life of the 
taxpayer, his spouse or dependents.
(c) Amount of decrease in indebtedness 
during taxable year providing con­
tracted prior to September 1, 1942.
Current credits are not in addition to the 
Post-War Credits but are used to reduce 
or eliminate them.
Included in the Act, is a provision where­
by employers, starting January 1, 1943, 
must withhold 5% of amounts paid to em­
ployees in excess of certain withholding de­
ductions. The amounts withheld must be 
paid to the government within thirty days 
after the close of each quarter.
While certain classes of wage and salary 
payments are exempt from the withholding 
provisions, they are not exempt from the 
tax.
All individuals with “Victory Tax Net 
Incomes” in excess of $624 during the tax­
able year must file returns on or before 
March 15th of each year. The amounts 
withheld by the employer are applied 
against the Victory Tax due. If there is 
any overpayment, it is applied against the 
normal and surtax payable. If the tax­
payer is not subject to the normal and 
surtax, then he is entitled to a refund of 
any payment.
Individuals whose tax has not been with­
held, will nevertheless file a return on or 
before March 15th of each year and pay 
the entire Victory Tax when they pay their 
normal and surtax.
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Renegotiation of Contracts 
MAE LEWISBy Willa
Foremost in the highlights of today’s 
drama of war stand the defense industries. 
As American citizens with every vital ef­
fort we have directed toward the creation 
of war goods and supplies that will win 
this terrible war, we are interested in the 
defense industries, what they are doing, and 
how they are doing it. These industries 
have government contracts, and are the 
source of the materials we so desperately 
need. Are these contracts being filled 
promptly and efficiently with the least cost 
to the Government and the taxpayer? 
What can the accountant do to supply the 
Government and the defense industries with 
accurate, up-to-date information? What 
legislation is being enacted to aid both 
the defense industries and the Government 
in securing the best possible information in 
regard to the least, fair cost to produce the 
best war materials?
One of the most important and far reach­
ing Acts of legislation affecting the defense 
industries today is the Sixth Supplemental 
National Defense Appropriation Act of 
which section 403 pertains to renegotiation 
of contracts or control of war profits. The 
Act was signed by the President on April 
28, 1942, and has subsequently been amend­
ed by Section 801, Title VIII, of the Reve­
nue Act of 1942. Section 403 outlines 
methods of controlling the prices and pro­
fits of war industries and indirectly estab­
lishes the responsibilities of accountants 
in connection therewith.
Although excessive profits may be realiz­
ed on government contracts, these profits 
are rarely premeditated, but rather are the 
result of the rapidly increasing volume of 
production, the large number of contracts, 
and the lack of accurate information as to 
costs at the time of establishing the con­
tracts. There should then be some way 
for renegotiation of these contracts at a 
later date when costs may be more accur­
ately determined. This is what the Public 
Law 528 seeks to do.
Willa Mae Lewis is a June, 1942, graduate of 
the College of Commerce and Business Admini­
stration of the University of Southern Califor­
nia, Magna Cum Laude. She is now working for 
the North American Aviation Company. She and 
her husband are aviation enthusiasts.
Under the Act the Secretaries of the War 
and Navy Departments and the Maritime 
Commission are authorized and directed to 
insert in any contract in excess of $100,- 
000.00 made after April 28, 1942, provisions 
for: (1) renegotiation of the contract price 
at a period when profits can be determined 
with reasonable accuracy, (2) retention by 
or repayment to the United States of any 
portion of the contract price which repre­
sents excessive or exorbitant profits, and 
(3) requiring a contractor to insert the 
above provisions in each subcontract in ex­
cess of $100,000.00. Renegotiation may also 
apply to contracts and subcontracts enter­
ed into prior to April 28, 1942, upon which 
final payment was not made prior to that 
date. Renegotiation is defined in the Act 
to include the refixing by the Secretary of 
the Department of the contract price, thus 
imposing upon the War Department, the 
Navy Department, and the Maritime Com­
mission the duty of eliminating excessive 
profits from war contracts through the 
process of renegotiating contracts when­
ever, in the opinion of the Secretary of the 
Department, such profits have been or are 
likely to be realized.
Thus we have several ways of renegotiat­
ing contracts: the contract price may be 
reduced or the terms revised; amounts due 
the contractor or subcontractor may be 
reduced or the terms revised; amounts due 
United States Government to the contrac­
tor or subcontractor may be recovered; or 
any combination of the above may be ef­
fected. Any one of these will demand de­
tailed investigation into the costs and pro­
duction methods of the defense industries 
which are parties to government contracts 
and are affected by the above law.
Further provisions of the Act stipulate 
that no allowance is to be made for (1) 
salaries, bonuses, or other compensation in 
excess of a reasonable amount, (2) exces­
sive reserves set up by a contractor or sub­
contractor, or (3) any costs which are ex­
cessive or unreasonable. At the same time 
Congress did not set up standards by which 
the reasonableness of profits or costs may 
be measured, but the Treasury Decision 
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5000, entitled, “Explanation of Principles 
for Determination of Costs under Govern­
ment Contracts,’’ issued by the War and 
Navy Departments would seem to be an ex­
cellent guide in determining the admissibil­
ity of costs, especially since the Treasury 
Decision has been the basis by which Pro­
curement Officers previously reviewed con­
tracts.
The Secretaries of the Departments also 
have the right to demand statements of ac­
tual costs of production and such other fi­
nancial statements at such times and in 
such form and detail as they may require, 
and any person who wilfully fails or refuses 
to furnish such information or who know­
ingly furnishes false or misleading state­
ments is subject to penal offense (A fine 
not in excess of $10,000.00 or imprisonment 
not in excess of 2 years or both). To avoid 
further duplication of statements and fac­
tual data, the renegotiation boards will use 
such information as already has been ob­
tained by one or more of the Government 
agencies, i.e. Office of Price Administra­
tion, Bureau of Internal Revenue.
Using all information at hand and future 
estimates from the company, the Depart­
ments will study the company’s net earn­
ings for a period of years to establish 
whether or not the profits are fair or exces­
sive. The main criteria, however, is the 
procurement of essential war materials for 
the Government at reasonable prices with 
an appropriate allowance of a reasonable 
profit to the contractor or subcontractor.
The Revenue Act of 1942 fixes a time 
limit for renegotiation to protect the com­
panies subject to this law by stating that 
within one year after the filing of financial 
statements and such other information as 
may be prescribed, the Secretary of a De­
partment may give the contractor written 
notice that the profits are excessive and 
may fix the date and place for an initial 
conference to be held within sixty days. If 
this notice is not given or the conference 
does not take place within sixty days, the 
contractor shall not be required to renego­
tiate to eliminate excessive profits realized 
from any contract during such fiscal year 
or years and any liability for these exces­
sive profits shall be discharged. Further, 
no renegotiation of contract prices shall 
begin more than one year after the close of 
the fiscal year within which the contract 
is completed or terminated.
However, we must consider that the in­
tent of Congress was not to hinder pro­
duction of war materials for the sake of 
eliminating excessive profits of defense in­
dustries; therefore, rather than review in­
dividual contracts, the Government will 
probably review the entire Government 
business of a company for a specified per­
iod to determine in general whether or not 
the company is making more than a reas­
onable amount of profit. Furthermore, 
merits of individual companies will be giv­
en some consideration; for instance, a com­
pany which is rapidly increasing their vol­
ume of production, reducing their costs, in­
venting new techniques, developing new 
production methods, improving manage­
ment and supervision, or cooperating in any 
way with the Government and the war ef­
fort will be fairly dealt with at the time the 
contract is renegotiated.
The duties and responsibilities of the ac­
countant in connection with renegotiation 
are many. Mainly the accountant must be 
reasonably certain that he produces finan­
cial statements and actual cost data that 
are reliable, so that renegotiation of con­
tracts may be effected between the Gov­
ernment and the company in the fairest 
manner. He must be able to ascertain 
which costs are reasonable and which ex­
cessive and how they should be applied to 
the contracts under question. He must be 
alert to all possible methods of eliminating 
unnecessary production costs and proce­
dures. He must see that the books of the 
company are kept in accordance with ge­
nerally accepted accounting principles. In 
general he must be able to interpret every 
phase of Public Law 528 as it affects the 
defense industries, promoting renegotiation 
by producing that which is the basis of 
sound business: FACTS.
Tax Department.
After hearing the Ruml plan explained, a 
business man suggested a better, simplified plan. 
The tax return would be short:
(a) Earnings last year
(b) How much do you have left? 
(c) Send (b)
Lest You Regret, Get Defense Bonds
